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?For purposes of conversion into dollars of domestic indicators reported in lei, the 
conversion rate used by international organizations, 18 lei = US$1, has been used in 
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ROMANTA 


Summary 


The rapid economic growth Romania enjoyed throughout most of the 
1970's slowed considerably at the decade's end. The rate of 
growth in national income declined rather sharply after 1977. 
This slowdown in economic growth is linked to energy and trade 
balance problems as well as to such chronic economic constraints 
as sluggish productivity and the highly centralized system of 
economic decisionmaking. 


The Romanian Government fueled economic growth in the past decade 
principally by deferring private sector consumption and investing 
30-40 percent of the national income in economic (mostly indus- 
trial) development. For the 1981-85 period, capital reinvestment 
in the economy will remain high, but the rate of growth of gross 
fixed investment is projected to decline. Earlier versions of the 
1981-85 Plan envisaged annual growth rates of 7 percent in the 
national income and 8 percent in industrial production. It now 
appears that these targets will have to be revised downward. Na- 
tional priorities for the next decade are to develop coal, hydro- 
electric, and nuclear power resources to replace shrinking oil 
production and to boost agricultural production to meet growing 
export and internal consumption needs. 


The value of two-way, U.S.-Romanian trade in 1980 reached $1.032 
billion, with U.S. exports to Romania exceeding imports from 
Romania by more than 2 to 1. Trade in manufactured goods was 
almost in balance. Agricultural commodities accounted for approxi- 
mately two-thirds of total American exports to Romania. Principal 
U.S. imports from Romania were light industry goods (footwear, 
textiles, and furniture), processed fuels, railway cars and parts, 
tractors and bearings, and canned hams. New laws on investment and 
foreign trade passed at the end of 1980 tighten restrictions on im- 
ports, especially imports of manufactured goods. Romanian trading 
companies are expected to make compensation trade or buyback ar- 
rangements to cover the value of their imports of machinery and 
equipment. Countertrade may become a factor even for sales of raw 
materials to Romania. Agricultural products, coal, and other raw 
materials will continue to account for the bulk of U.S. exports to 
Romania. There are potential prospects for trade and cooperation 
in energy technology, geophysical exploration, the aircraft indus- 
try, and materials recovery and recycling. U.S. firms able to make 
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countertrade arrangements and to engage in joint ventures or co- 
operation projects in Romania or with Romania in third markets 
will have the best access to the Romanian market. 


PART A--CURRENT ECONOMIC SITUATION AND TRENDS 


Romania's per capita national income (roughly, gross national 
product (GNP) without depreciation and services) grew by only 2.5 
percent in 1980 over 1979, a marked decline over previous levels 
of growth. Both national income and industrial production in 1980 
showed the lowest growth recorded for the entire decade of the 
1970's. Agricultural production dropped by 5 percent in 1980 from 
the value levels achieved in 1979. The poor performance in agri- 
culture is at least partially explained by bad weather in 1980, 
but overall the trend in the Romanian economy is toward much 
slower rates of growth on a higher economic base. 


In the past, Romania spurred economic development by reinvesting 
an extraordinarily large portion of national income and restrain- 
ing domestic consumption and by moving labor from agriculture to 
industry. Romania is continuing to sustain high reinvestment 
rates into the new Five-Year Plan (1981-85) period. The dramatic 
shift of the labor force during the 1960's and 1970's from the 
agricultural to the industrial sector has already transferred 
most skilled workers from the farm to the factory. The quality 
of the remaining labor pool has declined. 


Although economic growth was rapid in the 1976-80 period, Plan 
targets for the period were not met. Romania's balance of pay- 
ments and ability to import were adversely affected by spiralling 
energy and raw material costs. The current draft (a final version 
is expected in mid-1981) of the 1981-85 Five-Year Plan (FYP) pro- 
jects that national income will grow by 7 percent annually during 
1981-85. Industry is to lead the economy, but the gap between 
industrial and agricultural growth is expected to narrow. with 
more attention being given to agriculture. Strict new norms for 
the use of energy and raw materials are to be adopted throughout 
the economy. In the area of trade and payments, the Romanian 
Government is committed to limiting hard currency imports and to 
avoiding further recourse to hard currency credits insofar as 
possible. Increased trade and cooperation within COMECON is to 
be sought. 


The "new economic mechanism" introduced in 1978 has not yet been 
fully applied and its future effect on the economy is unclear. 
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The purpose of the mechanism is to introduce other indicators 
besides physical production (e.g., net production, quality, and 
salability of products) for judging economic performance. The 
central command model is preserved; no movement toward decentral- 
ization of price-setting and other key economic decisions is 
expected. 


New laws on investment and on the organization of foreign trade 
went into effect in 1981. The investment law systematizes and 
restricts new investment. Few new investment projects are to be 
approved in the 1981-82 period. The new foreign trade law makes 
foreign trade enterprises and factories more directly responsible 
for conducting their operations on a profit basis, adds some ex- 
port incentives, institutionalizes compensation trade arrange- 
ments, and introduces the concept of a unitary accounting rate for 
foreign trade transactions. The initial effect of the new laws 
will be to depress straight commercial deals in hard currencies 
while emphasizing "clearing" or compensation trade and coopera- 
tion arrangements. 


In addition to establishing a new internal commercial accounting 
rate for the lei (15 lei = US$1 = 1 convertible ruble), the 
Romanian Government revalued the effective or "tourist" exchange 
rate of the lei against all hard currencies (a revaluation of 9 
percent against the dollar) in February 1981. The new "tourist" 
rate of 11 lei = US$1 is the one used by foreign business firms 
to pay the costs of the representative offices in Romania. 


Industry 


Industry, which has been the leading sector in the Romanian econ- 
omy, grew at an average annual rate of 13 percent between 1950 and 
1975. Industry received the lion's share of investment and had 
first call on high quality labor. Even so, industrial growth 
slowed markedly at the end of the 1970's. Industrial production 
grew by 6.5 percent in 1980, as compared with a targeted growth 
of 11.4 percent. 


No breakout of the relative growth of different segments of in- 
dustry in 1980 has been published, but it is clear that energy and 
the chemical industry turned in disappointing performances. Crude 
oil production declined for the fourth straight year from 14.7 
million metric tons in 1976 to 11.5 million metric tons in 1980. 
Oil imports now exceed domestic production. Coal production was 
35.2 million metric tons, a figure 18.8 million metric tons below 





the ambitious Plan target. Electrical energy fell some 4.5 bil- 
lion kWh under target. Only the production of methane gas was 
above the Plan goal. Disruption of oil supplies as well as equip- 
ment and labor productivity problems affected the chemical indus- 
try. 


As of April 1981, both the 1981 Plan and the 1981-85 FYP are under 
revision. The 1981 Plan originally called for a growth of 7 per- 
cent in industrial production, and the FYP draft outlined an an- 
nual growth rate of 8-9 percent in this sector. New government 
policies aimed at establishing strict norms for the consumption 

of energy, restraining hard currency imports, and limiting new 
investments will likely cause these targets to be revised downward. 


Agriculture 


Both investment and growth in agriculture have lagged well behind 
that in industry. Agricultural growth between 1950 and 1975 pro- 
ceeded at an average annual rate of some 3 percent. This average 
rate does not adequately illustrate annual fluctuations in agri- 
cultural production. As a recent example of this, agricultural 
production registered a 5 percent growth in 1979 but declined by 
5 percent in 1980. 


Crop production accounts for 55 percent of the value of Romanian 
agricultural production, with 45 percent accounted for by the 
expanding livestock industry. The major components in overall 
crop production are grains (corn, wheat, and barley), sugarbeets, 
and sunflowers. Officially released information indicated that 
1980 grain production reached a record 20.2 million tons. Wheat 
accounted for 6.5 million tons, up significantly over 1979's very 
poor crop. Corn, the major grain crop, declined somewhat to 11.2 
million tons. Barley output totaled 2.4 million tons. Sugarbeet 
and sunflower production: both declined in 1980, totaling 5.6 mil- 
lion and 816,000 tons, respectively. Losses attributed to improper 
harvesting, transportation, drying, and storage facilities can ex- 
ceed 20 percent of the above, officially released outputs. Roma- 
nia's livestock inventory expansion program slowed for the second 
straight year. On January 1, 1981, cattle totaled 6.5 million head, 
Slightly below a year earlier, while hogs increased 6 percent to 
11.5 million head. Sheep and goats stayed level at 6.2 million 
head, while poultry increased slightly to 97.8 million. Romania 
plans further expansion of its livestock industry in an attempt to 
realize increasing returns on livestock and meat product exports 
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and to increase supplies to poorly stocked domestic markets. 
Significant imports of grains and feedstuffs are expected to 
continue. 


The part of the Romanian labor force occupied in agriculture has 
decreased from some 49 percent in 1970 to 29 percent in 1980. 
Romanian agriculture has been plagued by chronic weaknesses, in- 
cluding an aging and largely unskilled farm population, lack of 
incentives to produce, a shortage of fertilizers and harvesting 
equipment, inadequate grain handling, transport and storage fa- 
cilities, as well as weather difficulties. 


Recognizing the error of having neglected agricultural moderniza- 
tion and development in the past, the Romanian authorities have 
promised recently to make rapid agricultural development a national 
priority in the 1981-85 Plan period. They have called for an 
"agricultural revolution" based on increased labor productivity 

and stricter management of existing land resources, apparently 
without any significant reallocation of capital investment to the 
agricultural sector. According to government planners, agriculture 
had been slated to grow by an average of 5 percent annually in the 
1981-85 Plan period. To accomplish this goal very significant new 
incentives and investment in agricultural production would be 
essential. 


Foreign Trade and Balance of Payments 


Romania's overall trade, which was almost in balance in 1977, 
recorded deficits of some $850 million in 1978 and $1.2 billion 
in 1979. No official figure on Romania's hard currency trade im- 
balance for 1980 is available, but the deficit no doubt exceeded 
$1 billion even though the Romanian authorities took steps to cut 
back hard currency imports. Imports of fuel and other raw mate- 
rials accounted for more than 50 percent of total imports in 1980. 
The energy crisis has had a visible negative effect on the Romanian 
balance of payments. Romania imported some 13-16 million metric 
tons of petroleum in each of the last 2 years--more than half its 
petroleum needs. Romania also imports substantial quantities of 
coal and coke (6-7 million metric tons a year), about 15 percent 
of domestic demand. 


Concerned with balance-of-trade problems and growing debt, the 
Romanian Government passed legislation in 1980 aimed at putting 
its foreign trade activities on more of a profit and loss basis, 
providing new incentives for export, and institutionalizing 





countertrade. Total foreign trade, which was reported to have 
grown by 23 percent in 1980 over 1979, is targeted to grow by 10 
percent in 1981 and by some 9 percent annually over the next 5 
years. Exports are projected to grow faster than imports to rec- 
tify the trade deficit. Hard currency imports will be strictly 
limited, with imports of machinery and equipment especially to be 
made on the basis of compensation or countertrade contracts. 
These new policies plus soft markets in the West are likely to 
depress trade, at least in the short run. 


The Romanian Government's general policy has been to develop a 
range of trade relationships with many countries rather than 
relying on a few trading partners. Romania's trade with its CMEA 
partners,” including the Soviet Union, which is its single largest 
trading partner, accounted for 35 percent of its trade in 1979. 

By comparison, in 1960, its trade within CMEA had accounted for 

67 percent of total trade. Romania's trade with all Communist 
Countries accounted for almost 43 percent of its trade in 1979, 
according to official Romanian statistics. Romania's membership 
in the GATT, the IMF, and IBRD and its 1980 agreement with the EC 
On industrial products have helped to expand trade links with non- 
Communist States. -Romanian trade with the industrialized West 

and Japan increased to some 37 percent of overall trade in 1979, 


with trade with Third-World Countries holding a 20-percent share 
of the total. For the 1981-85 period, the share of Communist 
States and the Third-World in Romania's trade balance is projected 
to grow, while the share of trade with the West is to drop, as 
part of a Romanian policy to reduce hard currency trade deficits 
and indebtedness. 


Romania's external debt was quite moderate until the late 1970's 
but has increased rapidly for the last 4 years. In addition to 
growing deficits in hard currency trade, Romania also has deficits 
in nontrade transactions such as transportation, services, and 
interest on foreign borrowings. Romania has not published figures 
on its external debt, but the debt as of the end of 1980 is be- 
lieved to have exceeded $3 billion. As noted above, Romania has 
recently adopted policies to reduce hard currency indebtedness, 
including a new emphasis on countertrade and on an increase in its 
soft currency "clearing" trade with other Communist States. The 


1 . : . 
CMEA (Council for Mutual Economic Assistance) is composed of 


Bulgaria, Czechoslovakia, German Democratic Republic, Hungary, 
Romania, Poland, Cuba, USSR, Mongolia, and Vietnam. 
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Romanian Government is also avoiding recourse to new credits or 
even drawing down on existing lines of credit insofar as possible. 
This has contributed to growing delays of payments on commercial 
transactions with Western firms. 


Investment 


A key factor underlying Romania's high rates of economic growth 
has been a massive level of investment in capital goods resulting 
from the Government's willingness and ability to restrict domes- 
tic consumption to levels that are below overall productivity 
increases. Between 1950 and 1975, gross investment increased at 
an average annual rate of 13.1 percent. This has resulted in in- 
creased savings rates. Investment as a percentage of national 
income averaged 34.1 percent during 1971-75 and some 40 percent 
in 1976-80. The preliminary Plan directives for 1981-85 envisaged 
that the savings rate for that period would drop back to about 30 
percent of national income (net material product), still a very 
high figure. 


In order to correct deficiencies in the planning and implementa- 
tion of investments, a new law on investments was put into effect 
as of January 1981. The new law makes the approval process for 
an investment project more difficult. As a matter of policy, the 
Romanian Government intends to approve few new investments in the 
1981-82 period and to concentrate on completing projects already 
underway. 


Standard of Living 


The strong propensity of Romanian central planners is to maintain 
a high rate of reinvestment in the economy and to spur exports to 
reduce trade imbalances. Under these conditions, prospects for a 
significant increase in levels of consumption in the near future 
are not bright. The Government has announced a scheduled progres- 
sive reduction of the work week, which is supposed to be reduced 
from 48 to 44 hours by 1985. 


PART B--IMPLICATIONS FOR U.S. FIRMS 


U.S.-Romanian trade has grown from a value level of $322 million 
in 1975 to more than $1 billion in 1980. This growth was spurred 
by the signing of a U.S.-Romanian trade agreement in 1975, which 
accorded most-favored-nation (MFN) tariff treatment to Romania 
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and facilitated commercial exchanges. A series of other economic 
agreements and protocols were signed in the last decade. In ad- 
dition, the two sides established the Joint American-Romanian 
Economic Commission, an intergovernmental body, to discuss trade 
issues and the Romanian-U.S. Economic Council to facilitate con- 
tacts between American firms and Romanian companies. In 1976, 
Romania received preferential tariff status from the United States 
under the Generalized System of Preferences. The United States 
has also extended both loans and commercial agricultural credits 
or insurance to support American exports to Romania. 


U.S.-Romanian, two-way trade grew by 24.4 percent in 1980 reaching 
$1.032 billion. U.S. exports accounted for $720 million of that 
trade and Romanian exports for some $312 million. 


Two-way trade has grown dramatically but remains somewhat narrowly 
based. On the export side, agricultural products (including corn, 
wheat, soybeans and soybean meal, cotton, and cattle hides) ac- 
counted for 64 percent of total U.S. exports to Romania. U.S. 
agricultural exports to Romania in 1980 grew by 37.5 percent in 
value over 1979 agricultural exports. U.S. exports of all non- 
agricultural goods (manufactured goods plus raw materials) grew 

by 57 percent in 1980 over 1979, with a growth in both sales of 
manufactured goods and of raw and semiprocessed materials such 

as coal and coke. Principal American manufactured exports to 
Romania in 1980 were an airplane and spare parts, drilling and 
boring equipment, metalcutting machines, computer parts, hydraulic 
cranes, and parts for steam turbines. 


American imports from Romania, which declined by 5 percent in 
value for the second straight year, equaled $312.2 million in 
1980. Naphtha remained the single largest import, but the de- 
crease in value of such oil product shipments accounted for much 
of the drop in U.S. imports from Romania. Imports of railroad 
car kits and parts, steel plate, and some categories of light in- 
dustry products (carpets, furniture, footwear, and glass) grew in 
1980. Canned ham remains the leading U.S. agricultural import 
from Romania, but imports of hams dropped by more than 10 percent. 
Imports of cheese products increased in 1980. 


As a result of Romania's foreign trade growth and its hard cur- 
rency deficit, Romanian enterprises have put an increasing empha- 
sis on restricting hard currency imports to the minimum necessary 
and on making countertrade arrangements in dealing with Western 
firms. Romanian negotiators can be expected to press for 100 
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percent buyback arrangements in the machines and equipment sector. 
Romania also emphasizes cooperation projects between Western firms 
and Romanian organizations, covering the spectrum from licensing 
arrangements to joint-equity ventures and cooperation projects in 
third markets. 


The problems most frequently cited by U.S. firms doing business in 
Romania are countertrade demands, the comparatively sparse market- 
ing data for Romania, the slow, costly contract negotiations, and 
growing delays in payments on commercial contracts. The process 
of putting together a contract, which involves separate discus- 
sions on technical, pricing, and countertrade aspects, can last 

l or more years and may cost up to 10 times the amount it would 

in the West. Payment delays of 6 to 8 months are not unusual. 
American firms have noted the difficulties in obtaining from 
Eximbank and U.S. commercial banks the low-cost financing sought 
by the Romanians and have raised the issue of long delays and 
hindrance caused by U.S. export controls on the sale of more 
sophisticated equipment and technology. In spite of these 
obstacles, American exporters and importers have found the Roma- 
nian market a profitable one in the past. In fact, Romania be- 
came the largest Eastern European importer of goods from the 
United States in 1980. 


Prospects for U.S. Exports 


Factors such as the present squeeze on foreign exchange, the re- 
organization of foreign trade activities, and the pruning of 
Romania's capital investment projects suggest that 1981-82 will 
be slow years for sales of Western manufactured goods to Romania. 
Except for projects covered by countertrade and a few special 
priority projects, the Romanian Government has announced that it 
will be strictly limiting hard currency imports. 


Large-scale projects involving Western firms that will continue 

in the new Plan period include the first CANDU nuclear power units 
at Cernavoda, for which General Electric and an Italian firm will 
be providing turbine generators, and the BAC 1-11 aircraft project 
in Bucharest. The energy sector holds potential attraction for 
trade and cooperation projects. In addition to the nuclear proj- 
ect, all types of energy production and conservation, geophysical 
exploration, and mining equipment are of interest to the Romanian 
Government. The aviation sector, computers and electronics, the 
chemical industry, and materials recovery and recycling all offer 
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prospects for U.S. firms. Firms which are willing and able to 
accept countertrade or to engage in cooperation projects, joint 
ventures or cooperation in third markets will have the best 
access to the Romanian market. 


American firms interested in doing business with Romania should 
be aware that the U.S. Department of Commerce sponsors several 
technical sales seminars a year in Romania. Seminars are planned 
for 1981-82 on the following themes: Lasers and Electro-Optics, 
Medical and Diagnostic Equipment, Food Processing and Frozen 
Storage, Renewable Energy Sources, Equipment for Irrigation and 
Fertilization, Land Reclamation, Pollution Monitoring and Control, 
Airport Navigation and Safety, and Offshore Oil and Gas Equipment. 
The Department of Commerce will also participate in the Bucharest 
International Fair, October 15-23, 1981. For information about 
participation in technical sales seminars or in the October fair 
in Bucharest, firms should contact Mr. Paul Bergman, Commercial 
Attache, American Embassy, Bucharest, APO New York 09757, or Mr. 
Jay Burgess, Senior Romanian Desk Officer, Office of East-West 
Country Affairs, International Trade Administration, U.S. Depart- 
ment of Commerce, Washington, D.C. 20230. 
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